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Internal Control of Cash
Helene W. Blumner, CPA

The definition of internal control by the
Committee on Auditing Procedures of the
American Institute of Certified Public Ac
countants is as follows: “Internal control com
prises the plan of organization and all of the
co-ordinate methods and measures adopted
within a business to safeguard its assets, check
the accuracy and reliability of its accounting
data, promote operational efficiency, and en
courage adherence to prescribed managerial
policies.” This is a very encompassing defini
tion, and since almost all asset, liability, rev
enue, and expense transactions go through the
cash account, this article will be limited to the
internal control of cash.
Mautz and Schlosser present seven excellent
tools in the development of internal control.1
They are as follows: organization, records, re
ports, review, training, physical safeguards,
and clerical proof devices.
Organization is the most basic tool. If organ
ization is not effective, other tools do not
work. There should be clearly established
levels and lines of authority with appropriate
delegation of duties and fixed responsibilities.
The important words here are authority, del
egation of duties, and responsibility. There
should be separation of duties between author
ity and performance, custodian and record
keeping.
Records, of course, are the journals, ledgers,
files, etc. Without these tools, no control is
possible. There should be a clear flow of in
formation from one to each of the others.
They should be able to provide sufficient and
reliable information on a timely basis to per
mit informed decisions.
Reporting may be in the form of informa
tion or responsibility reports. The latter is to
report that an action has been accomplished
and by whom.
Review is a necessary tool of internal con
trol. Examples of the reviewing function are
review of the custody of assets, the main
tenance of records, the performance of clerical
proofs, and the authority of transactions. For
instance, there is review of supporting doc
uments for cash disbursements—both for ap
proval and check signing. Later these doc
uments should be examined to make sure they
are thoroughly cancelled. The first is pre

review and is preventative. The second is post
review and uncovers unauthorized transactions.
Both must be accomplished to close loopholes
—pre-revieW is best for major transactions;
post review, for minor repetitive transactions.
The reviewer should know the purpose of re
view, should be alert, and should be free of
pressures. He should be independent of con
trol of, or retaliation from, the person re
viewed, and he should be free of self-interest.
Another very important tool is training.
Training is acquainting the employee with his
job—his responsibilities, his duties, and how
he should perform his job. It is helpful to ex
plain the relationship of his duties to the
overall firm objectives and policies. On-job and
class training for improvement in the job and
for advancement is advantageous to the em
ployee and employer. Staff manuals are help
ful in the above training aspects.
Examples of preventive devices, or physical
safeguards, are locked cash drawers, safes,
safe deposit boxes, vaults, controlled store
rooms and supplies, and insurance. These help
prevent loss from waste, spoilage, catastro
phies, deterioration, and unauthorized trans
actions.
Clerical proof devices are “directed at as
suring accuracy by preventing unintentional
errors.” Some mechanical examples of clerical
proof devices are adding and calculating ma
chines, cash registers, and bookkeeping ma
chines, which will be discussed later. Some
non-mechanical examples arc double entry
bookkeeping, books of original entry requiring
crossfooting, write-it-once systems, and dupli
cate independent calculations.2
If used properly these seven tools will im
plement and provide excellent internal control.
Fraud occurs most often in cash transactions
because it is a liquid medium. There is no
conversion problem. Being a common medium
of exchange, it is more desirable than other
assets. It is easy to conceal about the person
and most difficult to identify as belonging to
any specific person.3
It has been found that 74% of the dollar
amount of losses due to fraud occur through
cash disbursements, 14% through cash receipts,
and 12% through inventories. When it comes
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to the number of situations, 43% occur through
cash disbursements, 49% through cash receipts,
and only 8% through inventory fraud.4
The most common method of fraud in cash
receipts is lapping and failure to report cash
sales or miscellaneous receipts. Most receipts
stolen are in currency. To cover lapping of
receipts, the employee may misfoot cash col
umns or trial balances of the accounts receiv
able subsidiary, or add or remove detail ledger
cards. There is also great temptation for fraud
when route or delivery men make collections.5
Most cash disbursement frauds arise by use
of fictitious documents or duplicate invoices,
by not cancelling paid invoices, or by altera
tion of legitimate documents. There may or
may not be collusion involved between em
ployees.
There are ways to prevent these methods of
fraud by better internal control over cash.
Duties should be separated as much as pos
sible. A person who collects cash from cus
tomers over the counter or by mail should not
have access to the accounting records. If pos
sible, another person should deposit the re
ceipts. Yet another should receive the unopened
bank statement and reconcile the bank ac
count. The authorizer of cash disbursements,
or the check signer, should be a different per
son than the one making out the checks.
An accounting office would need to be rel
atively large to have distinct separation of the
above duties, but much can be accomplished
in a small office. Employees should be re
quired to take vacations. There should also be
a rotation of duties for control and training
purposes.
Cash which has been received, but not yet
recorded, is the most vulnerable. A reception
ist or cashier may open mail and list the
receipts by amount and name. A copy of this
list should go to the accounts receivable clerk
for posting to the customer accounts. Another
copy should be used to compare with the
duplicate deposit slip. Prenumbered receipts
or cash sales invoices should be given for all
cash taken over the counter. All receipts should
be deposited intact daily so that there is no
“borrowing” from cash receipts. These internal
controls will also facilitate the tracing of re
ceipts to deposits.
A clerk, delivery boy, or even executive
could make the daily deposit, thus using some
one with no connection with the bookkeeping
function. The cashbook entries should be com
pared to the deposits by someone independent
of the cashier. Duplicate deposit slips should
be stamped by the bank and filed.6
There never should be any payments out of
cash receipts. A petty cash fund should be
established for this purpose.

Billing, posting of accounts, and follow-up
of delinquent accounts should be handled by
someone other than the one who handles the
receipts on accounts receivable. This will es
tablish separate accountability. Failure to re
cord a receipt will usually be followed by
prompt customer response.7 Bad debt write
offs should be authorized in writing by a
proper official.
Cash disbursements should definitely be
made in the form of a check rather than cash.
There are many reasons for using checks. A
bank will pay only on authorized signatures;
checks and bank statements are written rec
ords; and the endorsement is a form of re
ceipt. Checks should be prenumbered by a
printer and all numbers accounted for. The
supply of unused checks should be held in
safekeeping. Voided checks should be per
manently defaced and kept on file for ver
ification.8
Invoices or supporting documents should
be approved in writing by an authorized offi
cial, unless the only “official” will be the one
who will be signing the check. He should
examine the document carefully before signing
the check and then initial the invoice. Two
signatures are better control than one. Both
signers must be fully alert and aware of a
proper expenditure before signing. Any person
who automatically signs a check placed before
him might as well delegate the check signing
to the bookkeeper, for there is no effectiveness
to his control.
Once the checks are signed, they should not
be returned to the preparer but should be
distributed by another person. All supporting
documents, invoices, statements, copies, etc.
should be clearly cancelled so they cannot be
presented for payment a second time.9
Someone in the position of authority should
receive the bank statement unopened and re
view the cancelled checks and deposits for
obvious irregularities. He or another indepen
dent person should reconcile the bank accounts.
If used properly, mechanical devices, such
as bookkeeping machines, check writers, sign
ers, etc. add more control by their own built-in
controls. The bookkeeping machine has run
ning totals and does many bookkeeping func
tions in one operation, so that one record
cannot be easily changed. The check writers
and signers should be kept locked so that only
the authorized person has access to them; and,
after their use, the checks cannot be changed
without notice.
Petty cash funds or other imprest funds can
be controlled much like cash disbursements
with prenumbered vouchers, proper approval,
signatures to signify receipt, cancellation, and
proper reimbursement of the fund.
(continued to page 6)
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Preparing for a Systems Survey
Lois L. Cohn, CPA

The time is now. The place is a small to
medium-sized office. You are the office man
ager or chief accountant. An executive of your
company has just discussed with you his plan
to bring in an “outsider” to make a survey of
your office methods and procedures. The out
sider may be a management consultant, a
systems specialist from a public accounting
firm, or a machine salesman. Whoever he may
be, you know that your office routine will be
disrupted, that someone will be asking hun
dreds of questions, reviewing all reports pre
pared by your department, watching your em
ployees going about their tasks and making
notes. What can you do to minimize the work
interruption and yet contribute to the success
of the survey?
First, remember that the key to any systems
undertaking is people. You, as the manager,
will set the climate for the survey in your
office—your enthusiasm will be contagious, but
alas, so will your pessimism! Management is
depending on your support in this, as they
have in all other phases of business, and you
must not disappoint them. A systems study
cannot be done in secrecy; nor should it be,
and you should advise the employees of the
impending survey as soon as possible. Don’t
let rumors get started! Let them hear about it
first from you.
Second, try to enlarge the scope of your
knowledge of manual and mechanical office
systems. If you live in a fairly large city, there
will probably be business shows which you
can attend. There are monthly publications
devoted to office methods; and most public
libraries have them available for your perusal.
Many universities now offer evening courses
in systems study.
Simultaneously with your educational en
deavor, you will want to learn all that you
can about your office. Does that sound face
tious? It isn’t! Rare is the manager who really
knows in detail his employees’ duties. Take
the time to sit at each desk and study each
operation as if you were seeing it for the first
time. Make sure that both you and the em
ployee know not only how to do each task,
but why it has to be done. Make as many
notes as possible at each desk, and prepare a
statistical data sheet. The data sheet should
include volumes of all documents prepared in
your office (checks, invoices, credit memos,
etc.), the frequency of their preparation, the
lines per document, the number of monthly
statements mailed, and any other information
which a survey team would want. Some of
these statistics are not readily available and if

you can develop them before the systems team
begins, you will save that much survey time.
Don’t take a short cut by guessing—prepare
worksheets to back up your figures. These
worksheets will be very important in the sur
vey. For example, the number of invoices pre
pared in the height of a seasonal activity has
no meaning other than being the maximum
number. A worksheet listing the number of
invoices for each week during a six month
period would disclose the minimum and max
imum number of documents, as well as the
duration of maximum activity. The fact that
you write five hundred checks a month is not
as meaningful as the fact that you write four
hundred checks by the tenth of the month
and one hundred checks during the remainder
of the month.
Your data sheet, should provide estimates of
the time involved in each task. If the em
ployee who regularly performs the task is sub
ject to frequent interruptions, such as answer
ing the telephone, this fact, should be noted
with the time estimate. Check the estimates
by actually timing the operations where pos
sible. The survey team will time the operation
also; but your timing will provide you with a
guide to the efficiency of the employee and an
overall appraisal of work distribution in the
office.
Prepare an analysis of effective working
hours in your department. The analysis should
include, by job title, the number of man hours
available each week, the number of hours
worked (regular and overtime shown sep
arately), the number of hours off for sick
leave, vacations or personal reasons. The anal
ysis should cover at least six months. Study it
carefully. It may point out a more serious
problem in your area than you had realized.
Refer to the analysis as you work at each
desk and try to determine reasons for exces
sive overtime on a particular job, or excessive
absenteeism by a particular employee. The
survey team will ask the same questions, and
it will be well for you to do some ground
work before they arrive.
Analyze all reports prepared in your office.
Make a worksheet showing a description of
each report, how often it is prepared, how
many copies are made, and to whom they are
sent. If they are routed internally, follow them
to their destinations and discuss them with the
recipients to determine the real need for the
reports. A person’s initial reaction to a ques
tion concerning his need for information is
usually quite emphatic; by asking him if he
really needs it, you are inferring that he might
5

not, that he has been negligent in not inform
ing you. A positive approach would be to tell
him that you were considering revising the
report so that it might be more meaningful to
him, and ask him for his suggestions on the
revision. If it is a weekly report, ask him if a
monthly report would suffice. If he gets mul
tiple copies of the report, find out if one copy
would be enough. If there is a similar report
being prepared in your department for some
other purpose, show him a copy of it and ask
him if it is acceptable for his use. If the report
is prepared just for him, be very specific in
pointing this out. Whatever the results of your
conversation, he will be informed that reports
going to him, or prepared for him, are under
review and he will probably take a second
look at the material he is receiving.
One method was used by a company which,
while rather extreme, produced very good re
sults. Each internal report going out from the
accounting department during a certain period
of time carried a memorandum which said
very briefly, “Due to a change in our account
ing systems, this report will no longer be pre
pared.” The supervisor received several calls
from departments which explained their need
for the information and those reports were re
scheduled, but at least 50% of the reports died
a quiet natural death and were prepared no
more.
During the course of your review, you will
begin to see your office as a systems group
will see it. By discussing each operation with
each employee, you may both see a better
way to do the job. By reviewing all desks
within a short period of time, you will prob
ably see duplications of which you were not
aware. If minor changes are involved, make
them immediately. For major changes, make
notes of improvements which you feel would
be beneficial and pass them along to the sur
vey team when they arrive.
By all means, eliminate the things which
would prove embarrassing to you if disclosed
by a systems team—and they do exist in every
office! Is your accounts payable clerk filing
away two copies of a paid invoice? Are your
paid invoices hand-cancelled when they could
be machine-perforated or stamped? Are checks
held beyond the date of receipt and handled
by several different employees? Is your cashier
keeping a “kitty” composed of cash overages
and shortages each day, rather than reporting
the cash differences? Are you using forms
which have been out-dated and require new
headings or other time-consuming changes?
Are your employees typing information on
checks or invoices which could be pre-printed?
Do your bookkeeping journals require the
posting of information which is no longer
used? Do you have pro-forma worksheets for

weekly or monthly reports? Are the office du
ties properly assigned and scheduled? Does
more than one employee know how to do
each task?
5-827 Interstate ES-5 3-9
Last, but most important, is the work in
your office up to date? Keep in mind that no
new system could be instituted in an office
which is not current. If the accounts receiv
able are not in balance, putting them on a
machine will not balance them. As you review
each desk, prepare some plan for each task
that is lagging behind. If peak activity is ex
pected on any desk within the next few weeks,
such as quarterly reports on a payroll desk,
plan some assistance for that desk so the clerk
will have time to spend with the survey team.
The team will have to talk to each employee,
and a harried employee is not very helpful to
a person seeking detailed information.
These are some of the things you can do
before the survey team arrives. The main ob
jective is to be able to answer questions
quickly and accurately, to have as much data
as possible accumulated in advance, to famil
iarize your employees with the purpose of the
survey, and to create an atmosphere of en
thusiasm in your office. The results will be
more than gratifying.
Internal Control of Cash

(continued from page 4)
One person should have full responsibility
of the fund; and reimbursement checks should
be made out to the custodian of the fund.
There should be a maximum limit placed
on a single petty cash disbursement, and em
ployees should not be allowed to borrow from
the fund in the form of postdated checks or
I.O.U.’s. The best policy is to eliminate cash
ing of employee checks, either payroll or
personal.
Bonding of any employee who has access
to company cash is another good control,
which provides many psychological advan
tages. An insurance company is more likely
to prosecute an offender than the employer
who is emotionally involved. The insurance
company will usually investigate the employee
before he is bonded and may decide whether
this employee should be put in a position of
trust according to his past record. This action
should help to prevent fraud.10
There are many examples of specific meth
ods used to provide internal control over cash.
The weak point in a retail organization is the
point of sale. Some suggested controls to pre
vent unrecorded cash sales in a retail organ
ization are a central cashier, duplicate sales
tickets, signs reminding customers to request
cash register receipts, store detectives, and
independent “spotters.”11
(continued to page 8)
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Recapture of Depreciation-Real Estate
Seymour S. Abenson, CPA

ordinary income. The total profit on the sale
is as follows:
Sale price
$1,200,000.00
Basis ($1,000,000.00 less
depreciation of
$185,463.97)
814,536.03
Profit
$ 385,463.97
The problem is to determine how much of this
profit is subject to ordinary income and how
much capital gain:
Ordinary Profit (72% of
excess depreciation of
$37,963.97)
$ 27,334.05
Balance—Taxed as
capital gains
$358,129.92
Recapture applies not only to taxable sales
and exchanges, but also to any other disposi
tion with certain exceptions. For example,
there, is recapture if a corporation distributes
a building in kind to its stockholders as an
ordinary or liquidating dividend (Sec. 337),
on a sale during the one month liquidation
period under Section 333, and on a liquidation
of a newly acquired subsidiary corporation un
der Section 334(b) (2). Some exceptions are:
no recapture on a tax free swap or involuntary
conversion except as to “boot” received or
proceeds not reinvested. The untaxed potential
continues in new property.
Unlike the Revenue Act of 1962, the new
Revenue Act does not grant any new election
to change to a more conservative method of
depreciation applicable to Section 1250 prop
erty. This means that in the case of a building
or other Section 1250 property a taxpayer can
not, with two exceptions, change from one of
the accelerated methods of depreciation to the
straight-line method without first obtaining the
Commissioners consent. He may change from
the 200% declining-balance method to the
straight-line method by the right given him
under Section 167(e) (1). Further, a taxpayer
has an automatic right to change from the
150% declining-balance method to the straightline method with respect to new property
acquired in 1954 and later years, but not with
respect to new property acquired prior to 1954
or used property acquired at any time.
In the case of major improvements the “re
capture formula” is computed separately from
the building. For example, assume a gain of
$100,000 on a building held for 72 full months,
with major improvements over the 36-month
period preceding sale of $75,000. The de
preciation taken in excess of straight-line
amounts to $60,000 for the building and
$20,000 for improvements.

Internal Revenue Code Section 1250, in a
limited way, does for building, and lease
holds of buildings, what Section 1245 I.R.C.
did for personal property. The basic rules are:
a. There is no recapture at all on buildings
held for at least 10 years.
b. There is no recapture at all on buildings
held for more than 1 year—if you have
used straight-line depreciation.
c. Property sold within the first year—all
post 1963 depreciation—would be re
captured and treated as ordinary income.
d. Disposition after one year is taxed as
follows—ordinary income on profit cov
ered by difference between accelerated
method and straight-line method for pe
riod between 13th and 20th months.
After 20th month the amount taxed as
ordinary income is the same, as discussed
in the 13th to 20th months, except that
the excess depreciation is reduced by 1%
per month. After 10 years the figure is
zero, and so no recapture.
Bear in mind that in the case of property held
more than one year, the only depreciation
subject to recapture is the excess of accel
erated depreciation over straight-line deprecia
tion claimed for any period after December
31, 1963. In other words, the excess of the
amount of depreciation determined under the
200 per cent declining-balance method, or the
sum-of-the-years-digits method over the amount
of depreciation that would have been allow
able under a straight-line method is potentially
subject to recapture.
The following example will show the opera
tion of the above rules:
Assume building constructed January 1,
1962 at cost of $1,000,000.00, exclusive of
land. Rate used—40 years double declining
balance method. Building was sold January
1, 1966 for $1,200,000.00.
Depreciation taken
1/1/62—1/1/64 $97,500.00
Depreciation taken
1/1/64-1/1/66 87,963.97
Straight-line
depreciation
1/1/64-1/1/66 50,000.00
Excess depreciation
after 1/1/64
37,963.97
Building was held 48 months. This is 28
months more than the 20 month period dis
cussed, so excess depreciation is reduced by
28% (1% per month over 20 months). The
balance 100% less 28% or 72% is taxed as
7

A common device used to control cash
sales is a cash register which has locked-in
totals (cannot be cleared by anyone without a
key). The visible total showing at the top of
the machine and the printed receipt allows
the customer to help with this control. It is
important to use the machine correctly by
segregating duties. Not knowing how much he
should have, the sales clerk counts the cash
drawer at the end of the day and turns the
cash and records over to the office or cashier.
“Someone who has no contact with the cash
'reads’ the cash register by inserting a key
which is necessary to print the cumulative or
daily total.”14 The machine is then cleared, the
tape removed and compared to the clerk’s
cash record. A running record should be kept
of shortages or overages to sec that there is
no “borrowing” of funds.15

Since the gain is more than the excess de
preciation, the amount recaptured or taxable
as ordinary income would be—(a) 48 per cent
[100 less (72-20%) ] of $60,000 or $28,800 plus
(b) 84 per cent [100 less (36-20%)] of $20,000
or $16,800, making a total of $45,600 taxable
as ordinary income, with the balance of $54,400 taxable at capital gains rates.
The recapture formula is applied to major
improvements separately, provided they are
substantial and were made over a 36-month
period. Improvements in any tax year that
cost $2,000 or less or not more than 1 per cent
of the original cost are completely disregarded.
The improvements are substantial if the cost
exceeds whichever is the greater of the fol
lowing: (a) $5,000, (b) 25 per cent of the
adjusted basis at the beginning of the 36month period, or (c) 10 per cent of the un
adjusted basis.
Now that you have read the preceding, let
me enlighten you by some clear (?) and con
cise language (?) as used in the Code:

When a cash register is not financially feas
ible, another mechanical device is a machine
which holds and automatically feeds a three
copy prenumbered form into an open writing
space. The information, which may include
the customer’s signature, is completed on the
form. By a turn of a crank, two copies are
released—one for the clerk and one for the
customer. The third copy goes into a locked
compartment, opened only by key.

“EXCEPTIONS AND LIMITATIONS—
Certain Tax-free Transactions.—If the basis of
property in the hands of a transferee is deter
mined by reference to its basis in the hands of
the transferor by reason of the application of
Section 332, 351, 361, 371(a), 374(a), 721
or 731, then the amount of gain taken into
account by the transferor under subsection (a)
(1) shall not exceed the amount of gain rec
ognized to the transferor on the transfer of such
property (determined without regard to this
section). This paragraph shall not apply to a
disposition to an organization (other than a
cooperative described in Section 521) which
is exempt from the tax imposed by this
chapter.”

Internal control can exist regardless of the
size of the firm. In a small office, the owner
can provide internal control by using as many
of the above controls as possible, through his
intimate knowledge of his business, and by
observation of the procedures being used. The
gamut can be run to the large firm which
uses an independent internal control depart
ment which reviews the actual use of the
above internal control principles and also uses
independent auditing procedures.

Internal Control of Cash

Footnotes

(continued from page 6)

1&2R. K. Mautz and R. Schlosser, “Internal
Control Techniques,” Journal of Accountancy, Oc
In restaurants, prenumbered tickets written tober 1957, p. 45-47.
by the waitress provide control over the cash
3W
. B. Jencks, Auditing Principles, p. 113.
ier. For more complete control, however, a
4C. A. Stewart, “Nature and Prevention of
third person should perform all of the three Fraud,” Journal of Accountancy, February 1957,
p. 42.
following steps:
5lbid., p. 43.
1.
Total the tickets collected by the cashier. 6Cutley and Bauer, Auditing, p. 84.
7Howard F. Stettler, Auditing Principles, p. 192.
2. Account for all the prenumbered tickets
8Ibid.
issued since the previous day.
9Ibid.
3.
Inspect the tickets for alteration.12
10Jencks, op. cit., p. 118.
11Ibid., p. 115.
A movie theatre can use prenumbered tick
12Stettler, op. cit., p. 193-4.
ets which are accounted for. The ticket taker
13Ibid.
tears the stub in half for control. There must
14Ibid.
be collusion between the ticket taker and
15Ibid., p. 192.
cashier to palm tickets and return them for
resale.13
(See page 10 for Bibliography)
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TAX FORUM
DOROTHEA WATSON, CPA

By now, most 1964 individual income tax
returns have been filed.

Definitions—“30% Organizations”

The 1964 Revenue Act added to the pre
vious list of “30-percent organizations” which
would qualify for the additional 10 percent
deduction, organizations which normally re
ceive a substantial part of their support from
a governmental unit or from direct or indirect
contributions from the general public (Sec.
170(b) (1) (A) (vi)). However, there was no
definition of “general public” or “substantial
support.” Since individuals are entitled to a
five-year carryover of unused contribution de
ductions where the contribution is to a “30percent organization,” it is important to know
just which organizations will qualify.

Supporting InformationCharitable Contributions

The Regulations at 1.170-1 cover the allow
ance of the deduction for charitable contribu
tions and gifts. It is interesting to note that
the information required in support of deduc
tions changed for taxable years beginning after
December 31, 1963. The pertinent portions of
the regulation read as follows:
“(2) Information required in support of
deductions for taxable years beginning be
fore January 1, 1964. In connection with
claims for deductions for charitable con
tributions paid in taxable years beginning
before January 1, 1964, taxpayers shall
state in their income tax returns the name
and address of each organization to which
a contribution was made and the amount
and approximate date of the actual pay
ment of each contribution. Any deduction
for a charitable contribution must be sub
stantiated, when required by the district
director, by a statement from the organiza
tion to which the contribution was made
indicating whether the organization is a
domestic organization, the name and ad
dress of the contributor, the amount of the
contribution, and the date of its actual pay
ment, and by such other information as the
district director may deem necessary.
(3) Information required in support of
deductions for taxable years beginning after
December 31, 1963—(i) In general. In con
nection with claims for deductions for char
itable contributions paid in taxable years
beginning after December 31, 1963, tax
payers shall state in their income tax re
turns the name of each organization to
which a contribution was made and the
amount and date of the actual payment of
each contribution. If a contribution is made
in property other than money, the taxpayer
shall state the kind of property contributed
(for example, used clothing, paintings, se
curities) and shall state the method utilized
in determining the fair market value of the
property at the time the contribution was
made. In any case in which a taxpayer
makes numerous cash contributions to an
organization during the taxable year, the
taxpayer may state the total cash payments
made to such organization during the tax
able year in lieu of listing each cash con
tribution and the date of payment.”

Technical Information Release No. 667,
dated December 21, 1964, defines these terms
as follows:'

“Internal Revenue stated that in deter
mining whether an organization is “publicly
supported,” the term “support” not only in
cludes contributions received by the organ
ization, but also includes investment income,
such as, interest, rents, royalties, dividends,
and capital gains, and net income from re
lated and unrelated business activities. How
ever, in determining the amount of any
capital gain to be included in support, the
organization should use as its basis the fair
market value of any contributed property
at the time of its contribution. “Support”
does not include any income from the exer
cise or performance by an organization of
its charitable, educational, or other purpose
or function constituting the basis of its ex
emption under section 501(a), such as fees
charged for admission to a museum.

Internal Revenue stated that whether or
not an organization receives a “substantial”
part of its support from the sources re
quired by the statute depends upon the
facts and circumstances in each case. The
Service also noted that the term “substan
tial” is used in many places in the tax law
and that its meaning in one section is not
necessarily applicable in other sections. In
ternal Revenue, however, said that an or
ganization will be considered to be one
which normally receives a substantial part
of its support from donations by a govern
mental unit, from donations made directly
or indirectly by the general public, or from
donations from a combination of these
sources if such organization received ⅓ or
9

possession, raising the basis of the re
possessed property.
Thus, the new law eliminates the taxing
of the unrealized gain and keeps the basis
of the property at a more realistic value.”

more of its support for each of three out of
its last four taxable years ending prior to
July 1, 1964, from such sources. Indirect
contributions from the general public in
clude contributions from other “publicly
supported” organizations, such as a United
Givers Fund.
The requirement that the support be re
ceived from the general public means that
such support must be received from a wide
segment of the public, and not solely from
a few individuals or families. Therefore,
contributions by any individual, trust, or
corporation shall be taken into account in
determining whether the ⅓ of support test
is met only to the extent that such con
tributions do not exceed 1 per cent of the
organization’s total support. In applying
this 1-percent limitation, all contributions
made by a donor and a related person
within the meaning of section 267 (b) shall
be treated as made by one person. The
1-percent limitation does not apply to con
tributions from governmental units or from
other “publicly supported” organizations.”

Internal Control of Cash
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Gain on Repossession of Real Estate

The following item written by Betty Jane
Loos of the Tucson Chapter, discusses gain on
repossession of real estate, the sale of which is
being reported on the installment method.
“The taxable gain on repossession of real
estate (for which the seller accepted in
debtedness secured by the real property at
the time of the sale) has been cut under a
new law (P.L.88-570) applicable to tax
able years beginning after September 2,
1964. Further, if you did report a gain on
repossession in 1961, 1962 or 1963 (or, in
unusual situations, all the way back to
1958) you may be able to get tax refunds
if you elect on or before September 2,
1965, to apply the treatment provided by
this law.
For example:
Sale price
$10,000.00
Down payment
800.00
Mortgage receivable
9,200.00
Cost
6,000.00
You have previously reported your gain
on the sale on the installment basis, picking
up $320.00 (40% of $800.00) you received
as income.
This year, the buyer doesn’t make his
payments and you repossess. All you have
to pay tax on at the time of repossession is
$480.00, the difference between the $800.00
you received and the $320.00 you reported.
In the past, all of the gain was to be
reported ($3,680.00) for the year of re

RECOGNITION BY
THE ACCOUNTANTS DIGEST

The September 1964 issue of THE AC
COUNTANTS DIGEST (Volume XXX, Num
ber 1) includes material taken from our August
1964 issue. The editor of THE ACCOUNT
ANTS DIGEST has selected “Gift and Estate
Taxes” which was written by Esther Migdal,
CPA, Chicago, Illinois. Our congratulations to
Mrs. Migdal.
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Comments and Idea Exchange
JANE STRENCIWILK, CPA

COMPUTATION OF CURRENT
PORTION OF NOTES
Most balance sheets reflect the principal
payments due on loans for the succeeding
twelve months, and Federal forms 1120 and
1065 require the information on Schedule L
for loans payable. Since amortization sched
ules are not always readily available, a short
cut for the computation was developed through
necessity. Although the method may not be
new to all readers, we have not met anyone
who used it who was not delighted with its
simplicity.
Assuming that no interest and principal pay
ments are past due at the balance sheet date,
the following example will illustrate the pro
cedure: The balance sheet for the year ending
December 31, 1964 shows a mortgage payable
with a balance due of $9,956/89. Monthly
payments of principal and interest are $71.65.
Examination of the November and December
disbursements shows that the principal pay
ments are $21.65 and $21.76. The increment
in principal payments, which is 11¢ in this
instance, is then multiplied by the sum of the
digits 1 through 12 (78), to determine the
cumulative increment for the next 12 months.
The result, which is $8.58 in our example, is
added to 12 times the December principal
payment ($21.76) or $261.12 for a total of
$269.70, which is within 3¢ of the actual
amount.
The same result may be obtained without
knowledge of the November and December
principal payments if the interest rate is
known. Calculate the January and February
principal payments as if constructing an amor
tization table. Multiply the increment from
January to February by the sum of the digits
1 through 11 (66) and add to the result of 12
times the January principal payment.
If calculations as illustrated above are made
accurately, comparison with an amortization
table should reflect a difference of less than
1% for 12 months.
Margaret S. Johnston, CPA
Phoenix ASWA Chapter No. 43

The time lost in locating errors can be kept at
a minimum if the accountant uses a planned
method of balancing and locating these errors.
If the total debits do not equal the total
credits, the accountant should determine the
difference which represents the amount that
the journal is out of balance. Many times the
accountant will recognize the difference as an
amount which was a part of a transaction
which was written up and find that the debit
or credit was not posted. If the difference is
divisible by two, the accountant has probablyposted a debit as a credit or vice versa. An
other common test that can be made is to
divide the difference by nine. If the difference
divides evenly, a transposition error probably
has been made. When the difference is 10¢,
$1.00, $10.00, the addition of columns should
be checked.
These are simple rules for error hunting and
could be passed on to that new employee. It
may reduce time in error hunting and allow
more time for the more important aspects of
accounting.
Mrs. Roberta Rhoads
Birmingham ASWA Chapter No. 47

EASY CHAIR OBSERVATIONS
Whatever type of work people do, in the
home or away from it, they are likely to ex
press the standard complaints about having to
do a job. No one is really expected to like
work, and it has come to be accepted as a
disagreeable thing.
But here is another view! A group of stu
dents spent nearly twenty years studying the
subject of man and his relation to his work,
and this was their conclusion: We should be
glad to have the opportunity to work, because
we probably couldn’t function as balanced in
dividuals if we didn’t have a job to do.
“Much pathology in our society reflects
interferences with people’s opportunities to
work,” a report of the group’s findings states.
“Human beings require an opportunity for ex
pression through work, which is the best tie
between themselves and reality.”
Does that make you want to rush back to
your typewriter, pots and pans, or the financial
report you have to prepare?
The subject brings to mind the quotation by
Jerome K. Jerome: “I like work; it fascinates
me. I can sit and look at it for hours.”
Author Unknown
Torch, December 1963

TIME-SAVING HINTS FOR
BALANCING JOURNALS
Many accountants devote a part of their
time to the supervision or writing-up journals
and balancing them. If these journals are out
of balance, valuable time must be spent in
locating the errors which have been made.
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TIPS FOR BUSY READERS
MARY J. McCANN, CPA

recommends future reconsideration of the prob
lem by the Treasury Department to avoid in
equities and unreasonable hardship.
The article contains excellent footnotes and
references which should prove invaluable as a
starting point in any required research.
D.L.B.

Contributors:
Doris L. Bosworth, CPA
Peat, Marwick, Mitchell & Co.
New York, New York
Mary E. Burnet, CPA
Rochester Institute of Technology
Rochester, New York
Dr. Marie E. Dubke, CPA
Central Michigan University
Mount Pleasant, Michigan
Carmoleta G. Field
Central Missouri State College
Independence, Missouri
Dr. Virginia R. Huntington, CPA
Arizona State University
Tempe, Arizona

Long-Range Profit Planning, National Asso
ciation of Accountants Research Report No.
42, December 1964.
Because of management’s growing awareness
of the need for a long-range view of a com
pany’s future and because of widespread inter
est in formalized long-range profit planning,
this study was initiated to bring together and
review the results of companies having success
ful experience with this type of planning. The
primary objective of the report is to assist the
accountant in understanding and using longrange profit planning so that he may be able
to make his full contribution to this important
area of management activity. Planning is
treated from the financial point of view, and
the accountant’s participation in the planning
process is stressed throughout.
Long-range profit planning is defined as a
systematic and formalized process for direct
ing and controlling future operations toward
desired objectives for periods longer than one
year. The distinguishing feature of long-range
profit planning is the emphasis placed on
profits as planned objectives of the business
rather than just the financial residue of com
pany operations.
In the preparation of the report, literature
relevant to the subject was reviewed, and field
interviews were used to collect information
about current practices. Numerous examples
of information gained in the field interviews
are given in the report.
As a result of the field study, it appears
that the idea of tying a comprehensive plan
of company operations to a definite long-range
profit objective is relatively new for most com
panies. Two-thirds of the twenty-five com
panies interviewed reported that planning had
been introduced since 1956 and about onehalf had adopted long-range planning pro
grams only within the past three years.
Although it was discovered that a dispropor
tionately large number of big companies were
among those practicing long-range profit plan
ning, the principles and practices presented in
this report have general applicability to both
small and large companies.

"The Interest Equalization Tax Act,” Patrick
J. Murphy, The Journal of Accountancy,
January 1965, Volume 119, No. 1
If you have followed the development of
H.R. 8000 through its many amendments and
final passage as the Interest Equalization Tax
Act, you are well aware of its tremendous im
pact on the field of foreign investments. If
you have clients with problems within this
area, it would be advisable to read this article
as every phase of the act has been gone into
thoroughly.
The author discusses the motivation respon
sible for enactment, the tax itself in general
terms, and then proceeds to deal with certain
limitations, nontaxable acquisitions and ex
emptions. Mr. Murphy’s treatment of the sub
ject matter is particularly noteworthy in that
he has related specific sections of the Internal
Revenue Code to the factors responsible for
their inclusion. The value of this approach lies
in the emphasis of basic tenets which serve to
put the reader on notice of the tax possibilities
inherent in any contemplated transaction.
Many of us by now are familiar with cer
tification on brokerage statements as to prior
American ownership of foreign securities pur
chased, and with the fact that such transac
tions are exempt. Even though no certification
has been given, however, certain misconcep
tions have arisen as to exempt status. Where
the investor has utilized income derived from
foreign sources to make further foreign in
vestments the feeling has prevailed that such
transactions did not come within the purview
of the act. Mr. Murphy indicates that these
investments are subject to the tax although he
12

The report is divided into two parts. Part I
deals with the purposes of long-range profit
planning and stresses the importance of the
long-range view. It discusses how and why
companies use long-range profit planning and
the time dimension. It points out that the
time-span used most often ranges from five to
ten years, with five years being the period
most commonly used. It states that those com
panies where the introduction pf long-range
planning was most clearly identified with top
management were the ones where the plan
ning was considered most effective.
Part II discusses several methods of setting
objectives, long-range market planning, man
power and facility planning, and financial
planning. The ideas presented in this part are
basically that long-range planning for profits
necessitates a knowledge of future business
conditions based on an accurate long-range
economic forecast, and a long-range forecast
of the size of the total market and of the
company’s market share and product sales
volume. A company also needs to coordinate
its physical facilities, organization and man
power with its future needs; and, finally, it
needs basic overall financial policies to guide
long-range planning. Everything that affects
the successful operation of the business should
be taken into consideration.
Planning alone does not bring realization of
planned results; therefore the majority of the
companies participating in the study use, in
addition to the long-range profit plan, a shorterrange control and follow-up by means of an
nual budgets and a routine reporting system.
M.E.B.

his words (from the preface), “when other
factors seemed to be about equal, the article
chosen was from the periodical thought likely
to be least accessible to the average student.’’
Among the articles selected are excerpts
from the familiar “An Introduction to Cor
porate Accounting Standards” by W. A. Paton
and A. C. Littleton, excerpts from the inven
tory pricing chapter of Accounting Research
Bulletin #43, and the NAA Research Series
Numbers 10, 19, 22, and 25. Also included
are articles from the NAA Bulletin, The Na
tional Public Accountant, The Controller, Busi
ness Horizons, Advanced Management, The
Accounting Review, The Arthur Andersen
Chronicle, Harvard Business Review, and The
Journal of Accountancy. Some of the better
known authors are S. Paul Garner, William J.
Vatter, J. S. Seidman, and Joel Dean.
Controversial topics are covered from both
sides of the question. The articles range from
strictly historical to highly theoretical, from
argumentative discussion to statistically ori
ented, and from general situations to specific
company studies.
One of the most useful aspects of this com
pilation may very well be the supplementary
bibliography of ten pages included at the end
of the book. This volume is certainly a val
uable addition to the accountant’s library be
cause of its adequate coverage of otherwise
widely-scattered articles on the managerial
aspects of cost accounting, budgeting, and
control.
M.E.D.

“Accounting for Funded Industrial Pension
Plans,” David O. Jenkins, The Accounting
Review, July 1964, Vol. 39, No. 3

Readings in Cost Accounting, Budgeting, and
Control—Second Edition, edited by William
E. Thomas, Jr. South-Western Publishing
Company, 1960. (Sponsored by and pub
lished under the auspices of American Ac
counting Association).
This collection of readings is divided into
four main sections. Section A covers back
ground and theory; Section B is devoted to
problem areas of accounting for product and
period costs; Section C pertains to problem
areas of planning and control; and Section D
discusses reports to management. Mr. Thomas
uses three criteria for selecting articles for
this book. First, he made every effort to find
articles which would be of high intellectual
quality and challenging to the reader. His
second criterion was coverage. He deliberately
omitted many topics which are adequately
handled in the various cost accounting text
books generally available in order to have ad
equate space for budgeting and control topics
emphasizing the service-to-management ap
proach. His third criterion was accessibility. In

This article suggests improvements in ac
counting for the resources accumulated to pay
pensions and generally held by trust or insur
ance companies. The author points out the
accounting problems and the inadequate re
porting of trusteed pension funds whose assets
had a market value of $40.3 billion in 1962
and a reserves book value of $21.6 billion.
Many companies do not specify in their an
nual reports whether their pension plans are
funded or the basis of funding. Companies
sponsoring funded plans generally record the
required annual contribution as the pension
cost for the current period. The first account
ing problem is to measure actual earnings of
the fund (both recurring interest and dividend
income) and, secondly, capital gains. The
problem regarding regular interest or dividend
income is the proper treatment of bond pre
mium and discount, stock rights, and fractional
stock dividends.
For the problem of reporting capital gains
three possibilities are suggested: immediate
13

when language usage changes. The key term,
or descriptor, system has certain disadvantages
in that the English language contains many
words which are spelled alike but which have
different meanings. (“Bank” may refer to a
financial institution or to land bordering on a
river.) Thus the scan area may be enlarged.
But the keyterm system offers a number of
advantages for indexing and querying in a
document collection where user needs are
diverse.

credit, restatement of prior years, or adjust
ment of future years. Each of these possibil
ities deals with symptoms instead of solutions.
To avoid accounting for capital gains in a
single year when securities are sold, such gains
should be recognized as market value in
creases. This treatment is a departure from
the generally accepted cost basis of valuing
investments, but why should an employer be
forced to sell securities for the sole purpose of
gain recognition which has already taken place?
Suggestions for measuring value changes of
securities are: (1) valuing at current market
prices on a specified inventory date as re
quired of profit-sharing plans; (2) valuing at
a moving average of market prices to reflect
a trend without undue influences of short-run
fluctuations; and (3) valuing at book values
increased annually by a specified rate in order
to recognize long-run growth in value. As
pension fund investments are held for longrun objectives altered by short-run decisions,
the most useful approach in revaluing invest
ments and measuring related income would be
annual adjustments to current market prices.
In conclusion, possible improvements in ac
counting for funded industrial pension plans
are summarized below:
(1) Capital gains and losses should be rec
ognized as they accumulate by annually
revaluing investments at current mar
ket prices.
(2) Since contributions into a fund are
predicated on an estimate of earnings
the fund will produce, any variance of
actual income from the estimate should
be reported as income or expense in
stead of pension cost adjustment.
(3) The discount rate used in determining
fund contributions should be disclosed.
(4) If fund contributions may be inad
equate to meet pension obligations,
these factors should be disclosed.
(5) Inadequate disclosure practices should
be rectified, and the basis of funding
should be clearly disclosed.
C.G.F.

Subject classification may force documents
into non-relevant categories as knowledge ex
pands beyond the limits of predetermined sub
ject classes or as indexers err in classification.
The user may be forced to estimate probable
categories selected by the indexer. A keyword
system is less subject to error. When there is
no predefinition of subject matter, the index is
not affected by changes in definition. The user
does have to predict enough keywords to lo
cate desired documents. Although the index
function in a keyterm system is relatively sim
ple, the query function may be more difficult,
for an information category must be named by
selecting a vocabulary.
According to the author, computerized re
trieval systems of the future will allow the
user to query the machine in English; the ma
chine will translate the request into index
language to search the files for “responsive
documents.” If more precision is needed in
the query, the machine will institute a con
versation to elicit greater precision. In trans
lating a query for processing against the index
file, the computer will be programmed to
apply relevant statistical, syntactic, and seman
tic analyses. It may be programmed to pro
vide abstracts of tentative selections from the
collection. Thus, the keyterm system of the
future will place a large part of the query
burden on the machine and processing at the
ultimate level will involve the computer in
“comprehending” a document (through statis
tical, syntactic and semantic analysis) with
an automatic extraction of information rather
than mere document retrieval. Statistical anal
ysis of text material is extant in presently
operating automatic retrieval systems and syn
tactic analysis is in the experimental stage.
Semantic analysis, a more difficult step, will
use the relationships between words and their
meanings, in context, to reduce such commu
nication problems as homographs (spelledalike words with different meanings) and dif
ferent forms of the same word. The author’s
ideal information system offers precision, flex
ibility, automatic indexing, conversational
query, on-line browsing, automatic informa
tion extraction, and syllogistic reasoning.
V.R.H.

"Communication and Information,” H. R.
Meadow, Data Processing Magazine, De
cember, 1964, Volume 7, Number 12.
An information retrieval system should per
mit the user to locate needed information
quickly and efficiently. Mrs. Meadow, author
of a most interesting and logical treatise, has
discussed two types of retrieval systems, (1)
a highly-structured classification system, to be
used when queries can be predicted and when
information remains stable (e.g. the telephone
directory) and (2) a more flexible keyterm
system, most useful when new information ac
crues outside of established categories and
14

EDITOR'S PAGE
Authors in This Issue

New ASWA Board Member

Mr. Seymour S. Abenson, CPA, author of
"Recapture of Depreciation—Real Estate,” has
his own accounting firm in the District of
Columbia. In addition, he is Treasurer and
Director of County Federal Savings and Loan
Association, Rockville, Maryland, as well as
Treasurer and Director of a real estate hold
ing company in Washington, D. C. The atten
tion of readers is called to his quotation from
the Internal Revenue Code, which appears at
the end of his article.
“Preparing for a Systems Survey” reveals
the enthusiasm of its author, Lois L. Cohn,
CPA. Miss Cohn is a member of the Los
Angeles ASWA Chapter and, in her article,
she urges readers, who serve their employers
in a supervisory capacity, to review their office
forms, procedures, and reports.
Helene W. Blumner, CPA, is a member of
the Tucson ASWA Chapter. Miss Blumner is
the author of “Internal Control of Cash.” Your
editor, having recently been involved for a
client in a matter of employee dishonesty,
found the article to be extremely interesting
and helpful. The extensive bibliography, which
is printed with her article, may be useful to
many of our readers.

President Phyllis E. Peters announces that
Kathryn A. Younk has resigned, effective Jan
uary 15, 1965, as a director and as chairman
of the Chapter Development Committee of
ASWA. The National Board of Directors has
approved President Peters’ appointment of Dr.
Virginia R. Huntington, CPA, to fill Miss
Younk’s term expiring June 30, 1965. The De
cember 1964 issue of THE WOMAN CPA
introduced Dr. Huntington, who is one of the
contributors to “Tips for Busy Readers.” Dr.
Huntington is Associate Professor of Account
ing in the Department of Accounting at the
Arizona State University College of Business
Administration. She will continue to serve as
a contributor to “Tips for Busy Readers.”
Additional Contributor to
“Tips for Busy Readers”

Associate Editor Mary J. McCann announces
that Carmoleta G. Field has consented to
serve as a contributor to the “Tips for Busy
Readers” column. Miss Field, an ASWA mem
ber of the Kansas City Chapter, is a member
of the Business Administration Faculty, Cen
tral Missouri State College, Independence,
Missouri. This issue contains her review of
“Accounting for Funded Industrial Pension
Plans,” published in the July 1964 issue THE
ACCOUNTING REVIEW.

Permission to Reprint

The editor has recently given permission to
the NATIONAL BUSINESS WOMAN to re
print “Women’s Role in Social Security” by
W. Allan Starner, which appeared in our Oc
tober 1964 issue.

PLAN TO ATTEND

1965

May 20-22 .................................................. ASWA Eastern Regional Conference
Richmond, Virginia
June 11-13 ...... ................... ................. ..................ASWA Western Regional Conference
Seattle, Washington
September 15-18 .................
AWSCPA-ASWA Joint Annual Meeting
Dallas, Texas
1966 ..........................

AWSCPA-ASWA Joint Annual Meeting
Boston, Massachusetts

1967 ................... .....................................

AWSCPA-ASWA Joint Annual Meeting
Portland, Oregon

ALSO NINTH INTERNATIONAL CONGRESS OF ACCOUNTANTS

September 7-12, 1967
Salle Pleyel, Paris
“The New Frontiers of Accountancy"
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The IAS
Diploma
Means
LIFETIME
FREE
Study Privileges

An extraordinary feature of the IAS home study training
plan—and one that has made an outstanding contribution to
the success of thousands of IAS graduates —is the Life
Scholarship Privilege.
Under this provision, every graduating student becomes
eligible, without any further cost, for all additional elective
courses in the full IAS curriculum.
Thus, the IAS graduate can continue to improve and en
large his knowledge of the various fields of accounting and
management, to keep pace with changes and advancements
in his career objectives. Elective courses are provided in the
following subjects:
Basic Auditing
Public Auditing
Internal Auditing
Basic Cost Accounting
Advanced Cost Accounting
Corporation Accounting
Corporation Finance

Business Statistics
Management Control
Economics
Office Management
Accounting Law
Federal Income Tax
CPA Coaching

The free Life Scholarship Privilege, as well as the many other
benefits of IAS’s tested, personalized instruction method are
fully described in the new IAS illustrated report. Use the
coupon below to secure your copy without cost or obligation.

International Accountants Society, Inc. Dept. A
209 W. Jackson Blvd. • Chicago, III. 60606

INTERNATIONAL
ACCOUNTANTS
SOCIETY, INC.
209 W. Jackson Blvd.
Chicago, III. 60606

Please send me your 24-page report on IAS courses

NAME___________________________________________________ AGE__________
ADDRESS-----------------------------------------------------------------------------------------------------------

CITY

STATE________ ZIP CODE______

EMPLOYED BY_________________________________________________________

POSITION_____________________________________________________________
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